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Governor Presents Proposed Budget

 Governor McCrory unveiled the proposed State budget for the 2013-15 biennium on Wednesday at 
a press conference in the old State Capitol Building. On Thursday, State Budget Director Art Pope 
presented an explanation of the two-year budget proposal to a joint meeting of the Appropriations 
Committee. The Senate will begin work on the Governor’s proposal next week.

The Governor’s recommendations address several important issues for retired state employees and 
teachers. These are summarized below.

  •  The Governor has proposed a 1.0% Cost-Of-Living Adjustment (COLA) for state retirees effective 
July 1, 2013. The COLA will require an annual appropriation of $35 million by the General Assembly 
since the Teachers’ and State Employees’ Retirement System did not have gains available to fund a 
COLA.
  •  The proposed budget includes $36.1 million in each year of the biennium to meet the Annual
     Required Contribution rate for the state retirement systems. This is the amount recommended by
     the state’s actuary.
  •  The proposal includes $181 million to fund the new initiatives that were proposed by the State
     Health Plan for the next two years. These new initiatives include conversion of the Plan year to a
     calendar year basis in 2014 and the introduction of Medicare Advantage options for Medicare eligible
     retirees.

Bills Introduced This Week

The first of several major bill filing deadlines was reached on Thursday. The House rules required that 
all bills requested by state agencies be filed by March 20th. Several bills requested by the State 
Treasurer were filed this week and are summarized below.

House Bill 381: Retirement Fiscal integrity Act of 2013 
(Primary Sponsor-Rep. Collins)

This bill proposes several significant changes affecting state and local retirement systems that are 
presented below.

  •  The State Treasurer is directed to develop a proposal for an optional retirement plan by May 1,
     2014 for consideration by the General Assembly. This optional plan would allow employees 



     to choose to participate in either the traditional defined benefit pension plan (Teachers’ and State
     Employees’ Retirement System- TSERS) or in a defined contribution plan. Presumably, this
     “choice” system would apply only to newly hired teachers and state employees.
  •  The bill authorizes the Retirement Systems Division to conduct fraud investigations of suspected
     cases of salary “spiking” for the purpose of inflating the retirement benefits. In cases where “spiking”
     is found, pension benefits would be reduced.
  •  The vesting period for employees participating in TSERS would be reduced to five years of service.
     The General Assembly increased the TSERS vesting period to 10 years in 2011.

HB 381 has been referred to the Committee on Rules, Calendar, and Operations.

House Bill 359: Retirement Administrative Changes Act of 2013
(Primary Sponsor-Rep. Moffitt)

This bill proposes several important changes to the state retirement systems as described below.

  •  The transfer benefit option that is available to state and local retirees who have 401(k) and 457
     plans is extended to retired educators who participate in the NC Public School Teachers’ and 
     Professional Educators Investment Plan (403b Plan).
  •  The bill clarifies the timing of the Social Security offset for Long-Term Disability Benefits.
  •  The bill would establish a Qualified Excess Benefits Arrangement (QEBA) effective January 1,
     2014 to comply with section 415(b) of the Internal Revenue Service Code which limits pension 
     benefits of certain highly compensated retirees.

HB 359 has been referred to the State Personnel Committee.

House Bill 357: Retirement Governance Changes Act of 2013
(Primary Sponsor-Rep. Moffitt)

This bill clarifies the authority of the Supplemental Retirement Board of Trustees, provides immunity 
from liability for members of this Board, and gives this Board the oversight of the NC School Teachers’ and 
Professional Educators’ Investment Plan. The bill also gives the Board of Trustees of the Teachers’ 
and State Employees’ Retirement System oversight of the Legislative Retirement System and the 
North Carolina National Guard Pension Fund.

 HB 357 has been referred to the State Personnel Committee.

Committee Activity This Week

House Bill 96:  Equal Tax Treatment of Governmental Retiree Benefits
(Primary Sponsors – Reps. Cleveland and Boles)

 This bill would extend the exemption of North Carolina state, local and Federal pensions received by 
state residents from the state individual income tax to retirees who vested with five years of service 
after August of 1989. The exemption would be phased in over the next nine years in three-year 
increments as follows.



  Taxpayer Vested on or Before:        State Income Tax   Exemption Starts:
       August 1992            In 2013
       August 1995             In 2014
       August 1998             In 2015
       August 2001             In 2016
       August 2004             In 2017
       August 2007             In 2018
       August 2010             In 2019
       August 2013             In 2020
       August 2016             In 2021

On Thursday, House Bill 96 received a favorable report in the Committee on Government. It has been 
re-referred to the House Finance Committee.




